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INDIA - KEY ECONOMIC INDICATORS 
All values in US$ million unless Otherwise indicated. Indian fiscal 


year is April 1 to March 31. 
1986-87 1987-88 Percent 1988-89 


Est. Change PEO}... 
A B B/A 
INCOME, PRODUCTION, EMPLOYMENT (A) 
GNP at Current Prices ($ billion) 200.9 2L TSS 8.4 248.3 
GNP at Constant (1980-81) Prices 137 32 130.8 2.8 143.9 
($ billion) 
Per Capita GNP, Current Prices ($) 260.9 29743 6.3 310.0 
Per Capita GNP, Constant Prices ($) 165.2 166.5 0.8 179.6 
Industrial Production Index (1980- #5521 167.0 het 48152 
81 = 100) 
Agricultural Production Index T5230 145.4 -4.7 168.7 
(1967/68 - 69/70 = 100) 
Population (million) 770.0 785.4 2.0 801.1 
Labor Force (million) SO sce SEL CS. 2.6 S19. 
Number of Persons Registered at 
Employment Exchanges (million) mS 29.6 -3.0 30.5 
MONEY AND PRICES (A) 
Money Supply with Public (B) 97.0 Lai 1524 129.0 
($ billion) 
Prime Lending Rate (State Bank 
of India) (percent) 16.5 16.5 0.0 16.5 
Wholesale Price Index (1970-71=100) 376.8 405.4 7.6 431.0 
Consumer Price Index (1960=100) 674.0 736.0 952 788.0 
BALANCE OF PAYMENTS AND TRADE ‘(C) 
SDRS & Foreign Exchange Reserves, 
Gross 6,730 6,391 -5.0 5,659 
External Debt 41,105 44,223 Tat 47,000 
Annual Debt Service 4,564 5, LL0 £2.90 5 p42 
Balance of Payments (D) 73 -339 -732 
Balance of Trade -7,308 -6,188 -6,784 
Indian Exports, FOB 10,402 2, er? 2362 14,580 
U.S. Share (E) 2,465 2,762 121 Sp LOU 
Indian Imports, CIF LE, 120 19,005 fe 21,364 
U.S. Share (E) Loo? 1,464 -4,7 2,484 


Major imports from U.S. (1987): Machinery and Transport Equipment, 647; 
Scientific Instruments, 108; Chemicals, 93; Metalliferous Ores and Metal 
Scrap, 90. Major exports to U.S. (1987): Textiles, incl. Yarn and Wearing 
Apparel, 734; Diamonds, 699; Petroleum Products, 272; Cashews Shelled, 150. 


(A) Rupee data converted at Rs. 14.50=$1.00. (B) Includes Time Deposits. 
(C) Converted into dollars at Rs.12.80 for 1986-87, Rs. 13.00 for 1987-88 
and Rs.14.50 for 1988-89. (D) Current and Capital Accounts Balance. (E) 
Calendar Year Figures (1986, 1987, and 1988) 


Note: Indian trade data are based on the Reserve Bank of India's 
classification, i.e. the payment method, and are, therefore, different from 
the data released by the Directorate General of Commercial Intelligence and 
Statistics, which are based on shipment of goods. 


Sources: GOI Central Statistical Organization, Reserve Bank of India 
Bulletins, GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY* India's economy has been recovering rapidly from the 
severe drought of 1987. During the first half of the Indian fiscal 
year 1988-89 (April-September), the annual rate of estimated real 
economic growth jumped to near 10 percent, up from 2.8 percent in 
1987-88. The agricultural sector has led this recovery, spurred by 
excellent and well-distributed rains. Industrial production, which 
Slowed in the latter half of last year, has also shown signs of 
renewed growth. 


India's balance of payments has been a source of concern during the 
past 6 months. The level of foreign exchange reserves dropped 
precipitously between April and August as a result of bunched debt 
repayments, bulk commodity purchases, slowed development assistance 
disbursements, and significant growth in overall imports. Although 
exports were more than 20 percent above last year's level, the trade 
deficit has continued to grow, as imports increased even more 
rapidly. The government has worked to accelerate exports, has 
expanded commercial borrowings, and sought to trim imports in less 
essential areas to ease short-term pressures. It has also signaled 
its growing interest in encouraging foreign investment, but foreign 
investment still remains well below that in other major developing 
countries. 


Economic liberalization continues but at a modest pace. India's 
policymakers remain cautious, in part to avoid risking further 
balance-of-payments instability. Nevertheless, past policy reform 
does appear to be having an economic impact. There has been an 
increase in domestic competition fostered by liberalized licensing 
regulations and more flexible import policies. In addition, the 
Indian Government is growing more willing to permit Indian firms to 
establish joint ventures with foreign firms in order to modernize 
production and improve quality. While India's economy is 
characterized by government ownership of a significant portion of 
the industrial sector, particularly in capital-intensive heavy 
industries, the private sector is leading the expansion of the 
manufacturing base. This expansion will continue to offer 
opportunities to foreign firms both to sell certain products and to 
establish joint ventures in India, particularly in higher technology 
areas such as electronics, computers, and telecommunications 
equipment. 


THE CURRENT SITUATION 


Macroeconomic Developments: In sharp contrast to climatic trends of 
the past 4 years, the 1988 summer monsoon was excellent and 
significantly improved prospects this year for India's agricultural 
sector. Real GNP growth, limited to approximately 2.8 percent last 
year (April - March), is currently expected to approach 10 percent 
in 1988-89. This has buoyed hopes that the economic momentum lost 
last year has been restored. 


* This report was prepared in December 1988. 








Industrial Performance: Industrial production currently comprises 
approximately 25 percent of India's GNP. The industrial output 
growth rate slowed to approximately 4.7 percent growth during the 
last 3 months of 1987 and the first 3 months of 1988 as economic 
activity slowed as a consequence of last year's drought. Current 
indications suggest that the pause may be over. Real industrial 
sector output growth April-July 1988 increased 9.5 percent, compared 
to the same period the previous year. The automobile sector, in 
particular, has recorded a strong 23 percent growth since the 
beginning of the calendar year compared to the same period in 1987. 
In the predominantly public sector industries for the April-July 
period, crude steel production increased by 13.1 percent and cement 
output rose 6 percent. Statistics for April-August indicate that 
fertilizer production increased by 27 percent, coal by 5.3 percent 
and crude oil by 4 percent, compared to the same period of the 
previous year. Together, these industries account for about 30 
percent of total industrial production. In contrast to the fast 
growing ready-made garment industry, which has contributed to 
India's impressive export gains, India's large cotton textile 
industry slipped 3.7 percent in the April-June period. 


India's energy sector has largely recovered from last year's 
drought, although chronic power shortages and uneven performance in 
many parts of the country remain a serious problem. Comparing the 
period April to September 1988-89 and 1987-88, overall electricity 
production increased 6 percent. In particular, hydroelectric power 
increased 7.4 percent compared to the 5.6 percent decrease of a year 
ago. Nevertheless, the 6 percent increase was off compared to the 
overall 9.2 percent growth which was achieved last year despite the 
drought. Electricity demand, however, has continued to grow at 
above 10 percent per year and shows no signs of abating. 
Electricity generation, transmission and delivery will continue to 
be significant infrastructural bottlenecks for the foreseeable 
future in many Indian states. 


India produced approximately 60 percent of its petroleum needs in 
1987-88. Crude output, which increased significantly during the 
early 1980s, has grown only marginally in the past 2 years. Output 
totalled 30.4 million tons in 1987-88 (approximately 607,000 barrels 
per day) and is expected to reach some 31.7 million tons in 1988-89, 
according to current production trends. Government energy analysts 
are optimistic that recent oil discoveries in Gujarat, Assam, and 
offshore in the Krishna Godavari and Cauvery basins will enable 
crude production in the early 1990s to keep pace with petroleum 
demand. Some observers, however, remain skeptical about prospects 
in these areas. India also is seeking to increase utilization of 
its sizeable natural gas resources, which to date has been limited 
largely to fertilizer feedstock and some power generation. 





Petroleum exploration activity continues to receive top priority 
from the government. In addition to the Oil and Natural Gas 
Commission and Oil India, Ltd. onshore exploration activities, India 
concluded in 1987 offshore exploration agreements with five 
international oil exploration companies, including Amoco and a 
Texaco-Chevron partnership. Work on these offshore tracts is under 
way. The Indian Government is also considering offering another 
round of offshore tracts in the near future. 


Agricultural Production: Prospects for record 1988-89 agricultural 
production are bright as a result of the excellent southwest monsoon 
this past summer. Rain was abundant and well distributed except for 
far eastern India and the Punjab, where flooding left some hardship 
and damaged crops. This agricultural recovery portends a good year 
for many of the 70 percent of India's labor force who are employed 
in the agricultural sector. Following a disappointing 137 million 
tons of foodgrains in 1987-88, according to government sources, 
projections for this year anticipate production to top 160 million 
tons, an increase of some 17 percent. The previous all time 
foodgrain record was 152.4 million tons in 1983-84. Output of other 
crops such as oilseeds, cotton, and sugarcane is also expected to 
increase significantly over last year's levels. As a result, 
Oilseed imports, at a record high last year, are expected to drop by 
nearly one-half to 1 million tons, while cotton exports will again 
be resumed after being temporarily suspended in 1987. 





While agricultural prospects are encouraging, the government is 
still faced with rebuilding its food security stocks which were 
drawn down significantly to blunt the effects of the 1987 drought. 
Foodgrain stocks, some 17.1 million tons in early October, 1987, 
declined to approximately 8.1 million tons by October 1 1988. Asa 
result, the government has been actively purchasing both local crops 
and imports. The government has already purchased some 2 million 
tons of wheat from the United States and has contracted for nearly 1 
million tons of rice, mainly from Thailand. At present, the 
government is considering importing an additional 1 million tons of 
wheat during this ficsal year. 


The Services Sector: India's services sector, accounting for over 
40 percent of GNP, is expected to grow 7-8 percent in real terms 
during 1988-89 based upon preliminary data for the first 6 months. 
Growth in 1987-88 was about 6 percent. Defense and public 
administration, important elements, are expected to continue their 
annual growth trend of over 12 percent. Other important services 
such as advertising, finance, and tourism are also expected to show 
significant increases for the year based on their performance in 
recent months. Foreign visitors increased by about 








5 percent during January-September 1988 over the same period a year 
ago. The number of visitors is expected to grow at an even faster 
rate in the remainder of this fiscal year, traditionally the height 
of the tourist season. This will help the tourism sector continue 
as the economy's single largest net foreign exchange earner. 
Railroad traffic during April-September 1988 also increased by over 
3 percent in physical terms and is expected to rise by about 5 | 
percent for all 1988-89, compared to the previous year. Inadequate 

rail transport capacity and reliability continue to cause a serious 
bottleneck, which has contributed to faster-than-expected road 
transport demand. 


POLICY DEVELOPMENTS 


Economic liberalization, now under way for several years, has been 
characterized by small steps on a number of fronts in the past year 
to streamline government controls, encourage competition, and induce 
greater efficiency. The government in March 1988 introduced its 
second 3-year policy, covering 1988-91. The policy contains a 
number of tax and tariff concession incentives to promote export 
growth. On the import side, new items, mostly lifesaving drugs or 
devices, were added to the list of imported goods which do not 
require individual import licenses (the open general license list). 
In addition, some new flexibility was introduced into a number of 
licensing procedures. Nevertheless, strict controls remain on 


imports of virtually all consumer goods and on most categories of 
items produced locally. 


The business climate for establishing joint ventures between Indian 
and foreign firms has been gradually improving. Prime Minister 
Gandhi announced last April that his administration would seek to 
encourage greater foreign investment to promote modernization and 
efficiency without incurring additional foreign debt. Indian 
officials now meet regularly with Japanese and West German 
representatives (official and business) to examine ways of improving 
the investment approval process, and to deal with specific 
problems. Using this "fast track" approach, the Indian Government 
hopes to streamline and simplify procedures, although certain basic 
policies (such as limitations on equity ownership) will remain 
unchanged. The "fast track" will be applied to all foreign 
investors, including U.S. firms. Approval of a Pepsico joint 
venture to produce soft drinks and processed foods, over 2 years 
after the original application, clearly was intended to be a symbol 
of India's growing official acceptance of foreign inVestment. 


With respect to limits on foreign equity ownership, the government 
will now permit on a case-by-case basis up to and including 100 
percent foreign ownership in certain high priority, generally high 
technology areas. In addition, the government now will authorize 
equity ownership by foreign firms in existing Indian firms, subject 
to Foreign Investment Board approval. 








FINANCIAL AND MONETARY DEVELOPMENTS 


Total government spending, already projected to exceed receipts by 
over 10 percent in the 1988-89 budget, has increased at a faster 
pace than anticipated. Slower-than-expected receipts and additional 
expenditures for flood relief, military expenses to support India's 
peace-keeping presence in Sri Lanka, and sharper than anticipated 
increases in subsidies and public debt interest payments obliged the 
government to revise upward its February deficit projection of $5.2 
million. In response, the Minister of Finance announced a 10 
percent across-the-board operational expenses cut. However, to date 
the details of this plan have not been implemented. The Finance 
Ministry also requested in early December a supplemental budget 
allocation to help meet these expenditures. 


Inflation remains a major concern, although immediate fears that the 
drought would trigger double digit inflation have abated. Consumer 
prices, as measured by the government's Consumer Price Index for 
Industrial Workers, were 8.7 percent higher in August 1988 than a 
year ago. Consumer prices for agricultural laborers, however, were 
up 13.5 percent in August compared to August, 1987. The wholesale 
price index, after rising continuously for 6 months, dipped slightly 
in September, as wholesale commodity prices for some cereals, meat, 
oilseeds, and industrial chemicals declined slightly. Economists 
are nevertheless concerned that the persistent, large and growing 
central government deficit and 17-18 percent growth in the money 
supply over the past 2 years could lead to a serious inflation 
problem in the future. 


On the banking side, the Reserve Bank of India (RBI) announced 
incremental adjustment to its controls over lending. The RBI 
abolished the 16.5 percent interest rate ceiling for lending to 
nonpriority industrial borrowers and introduced instead a 16 percent 
floor, which now permits lenders to charge the borrower more if the 
risk involved so warrants. While some bankers suggest that this 
will introduce some local price competition among the banks and hurt 
bank profitability, Indian loan rates are still well above the 
government-set interest rates on deposits, which continue to allow 
the banks attractive earning opportunities. Elsewhere, the 
government's policy requiring local banks to make a portion of their 
loans at subsidized rates to the agricultural and government- 
designated “high priority" small-scale business sectors was recently 
partially extended for the first time to foreign banks operating in 
India. 


India's capital markets have shown healthy signs of growth and 
confidence in recent months, in part reflecting encouraging 
corporate performance in 1987-88 and bright economic prospects for 
1988-89. The stock market began a recovery in April after nearly a 
year of lackluster performance. Equity indices published in Bombay 
recorded value increases of 60 to 75 percent between April and 








October. Reliable reports indicate that some 100 companies plan to 
issue new publicly traded shares in the coming months to raise as 
much as 10 billion rupees in investment funds. 


THE EXTERNAL SECTOR 


India's external payments position recorded a rapid and serious 
downturn during the first half of fiscal year 1988-89. On the trade 
account, exports continued their impressive 1987-88 growth of over 
20 percent, in part as a result of the government's decision to 
exempt from income tax all profits earned from exports. Imports, 
however, jumped from a yearly rate of 14 percent in 1987-88 to 
nearly 27 percent (in rupee terms) in the period April-September 
1988. Moreover, the stock of international reserves plummeted as 
bunched payment outflows for debt falling due (including to the 
International Monetary Fund (IMF) and large bulk commodity purchases 
On a caSh basis were made. On the capital account, aid inflows 
slowed during the first half of 1988-89 as many donors had 
accelerated disbursements during 1987 to assist in drought relief 
cut back to pre-drought levels. This ultimately meant a 
slower-than-anticipated aid disbursement growth rate for much of 
1988-89 despite the large amount of international assistance 
pledged. The reserves position has now stabilized, but at a level 
which represents barely 3 months of imports, down from 4.1 months of 
coverage in 1987-88. 


India's foreign debt picture remains stable. Current total debt 
obligations are approximately $47 billion, including commercial, 
IBRD, IMF, and concessional and private nonguaranteed debt. In 
addition, India has attracted significant nonresident Indian fund 
deposits in recent years, which now total approximately $10 
billion. These funds, attracted by interest rates exceeding world 
rates and by low tax rates on interest earnings have been a major 
source of balance-of-payments support in the past 3 years. 
Nevertheless, there is concern that rapid, unanticipated withdrawal 
of these funds could render India's external position unstable in 
the short term. The debt service ratio today is approximately 30 
percent by U.S. Embassy estimates and has been steadily climbing in 
recent years as the country has increased borrowings. In addition, 
commercial and IBRD debt has increased significantly as a percentage 
of India's overall debt. 


Embassy balance of payments projections for the next 2 years 
indicate that the current tight reserves position will continue for 
at least the next year and then may ease somewhat as India's debt to 
the IMF is repaid and the pace of development assistance 
disbursements accelerates. The Indian Government's success in 
strengthening the economy's external position will depend both on 
containing import growth and encouraging greater export growth to 
reverse the deterioration in the current account. 














The Indian rupee has resumed its downward drift of recent years 
against all major currencies, including the dollar. During the 
first 10 months of 1988, the rupee depreciated approximately 15 
percent vis-a-vis the dollar, 8.3 percent against the pound, and 
11.3 percent against the yen. Because the rupee has generally 
tracked the dollar's decline on world markets during 1987, U.S. 
goods are now quite competitive in India with imported products from 
other industrial countries and in international tenders for projects 
being considered, for example, by the World Bank and Asian 
Development Bank. 


IMPLICATIONS FOR U.S. BUSINESS 


According to U.S. trade statistics, U.S.-India bilateral trade grew 
from $4.2 billion in 1987 to $5.7 billion in 1988, an increase of 35 
percent. U.S. imports from India exceeded exports to India by $683 
million, which resulted in a 46 percent decrease from the $1.3 
billion U.S. deficit in 1987. U.S. exports rose by $1 billion to 
$2.5 billion in 1988, a 70 percent increase over 1987. U.S. imports 


from India rose by $442 million to $3.2 billion in 1988, an increase 
of 16 percent over 1987. 


U.S. high-technology exports grew to $537 million in 1987, up 17 
percent from the previous year. In 1987, U.S. Government export 
license approvals for electronics, computers, and telecommunications 
equipment to India also increased sharply. Some 3,900 license 
applications valued at over $550 million were granted, compared to 
710 licenses valued at $22.7 million in 1983. 


The United States continued to lead the list of joint-venture 
"collaborating" countries, with 196 new project approvals in 1987, 
followed by West Germany (149), the United Kingdom (122), and Japan 
(71). The United States added another 124 joint ventures out of a 
total of 759 approved during January-September 1988. U.S. firms are 
also leaders in terms of equity participation. 


The Indian Government approved equity investment from the United 
States worth $22.7 million in 1987, followed by that from 
Switzerland ($6.8 million), West Germany ($6.7 million), the United 
Kingdom ($6.5 million), and Japan ($5.3 million). Investment 
approvals involving U.S. firms during April-September 1988 amounted 
to about $53 million, representing about 46 percent of the total 
approved by the Indian Government. The government continues to 
favor foreign collaborations where the foreign partner will transfer 
know-how to India, particularly in high-technology areas. Despite 
these encouraging trends, investment and joint venture approvals 
still face significant bureaucratic and policy hurdles. 
Government-imposed export and other performance requirements and a 
limitation in most cases to 40 percent equity ownership continue to 
pose problems for prospective foreign investors. 
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U.S. firms will find major export and investment opportunities in 
the following areas: (1) oil and gas field machinery; (2) power 
generation, transmission, and distribution equipment; (3) 
telecommunication equipment; (4) computers and peripherals; (5) 
mining and excavation machinery; (6) electronic products and 
components; (7) machine tools and metalworking equipment; (8) 
printing and graphic arts equipment; (10) alternate energy 
equipment, services and engineering; (11) avionics and navigation 
equipment; (12) shipbuilding and port maintenance equipment; (13) 
process control instruments; (14) chemical and petrochemical plant, 
equipment, and machinery; and (15) food processing and packaging 
equipment. 


The U.S. Trade and Development Program (TDP) has been increasingly 
active in India. To date, TDP has funded studies totalling $2.4 
million, and an additional $3.5 million worth of new studies is 
under negotiation. Overall, the United States has accorded high 
priority to India under the TDP. 


Many U.S. companies considering the Indian market will find that 
participation in events sponsored by the U.S. Department of Commerce 
is an excellent means of promoting business in India during 1989. 
Interested firms should contact the U.S. Department of Commerce, 
International Trade Administration, India Desk, Washington, D.C. or 
the district offices of the Commerce Department's International 
Trade Administration in many major U.S. cities. 


U.S. Trade Events in 1989 Scheduled for India 


Jan. 16-18, 1989 


Feb. 19-26, 1989 
in New Delhi 


March 8-1ll, 1989 in 
Bombay; March 16-18 
in Bangalore; and 
March 29-30 in Madras 


March 1989 
New Delhi 


April 1989 
New Delhi 


Aviation and Aerospace Trade Mission 


8th International Engineering Trade Fair 
organized by the Confederation of Engineer- 
ing Industries with the United States as a 
partner country featuring electronics, 
telecommunications, food processing, 

mining and extraction equipment, oil and 
gas field equipment 


Industrial and High-Tech Electronics 1989 


Commercial Information Management System 
Training 


Catalog Show on Food Processing and Packing 
Equipment and Mining and Construction 
Equipment 





June-Oct. 1989 in 
New Delhi, Bombay, 
Calcutta, Madras 


August 1989 (Tentative) 
New Delhi, Bangalore, 
Bombay 


Sept. 1989 
New Delhi 





ee 


U.S. Tourism Equipment and Supplies 
Catalog Exhibition 


Computer Peripherals Trade Mission 


Avionics Ground Support Seminar Mission. 











